THE COMONWEALTH OF NMASSACHUSETTS
BEFCRE THE
DEPARTMENT CF PUBLI C UTI LI TI ES

Inre )
) D.P. U 96-50
Bost on Gas Conpany )

RESPONSE OF
UN TED STATES GYPSUM COMPANY
TO REQUEST OF BCSTON GAS COWMPANY
FCR RECONSI DERATI ON

United States Gypsum Conpany ("USGC') hereby responds
to the Decenber 19, 1996 Mdtion for Reconsideration,
darification and Recal cul ation filed by Boston Gas Conpany.

1. USQC agrees with Boston Gas that the Departnent
shoul d reconsider its action with respect to establishing a
reasonabl e maximumrate option for interruptible transportation
("I'T) service as proposed in the Novenber 15, 1996 Cffer of
Partial Settlenent (the "Settlenent”). The record in this
proceedi ng strongly supports establishnment of a naxinumrate for
| T service, and the Settlenent's fixed IT rate option for high
| oad factor IT custoners achieves this objective. The rate |evel
proposed by the Settlenment for high |oad factor I T custoners
($.30/MvBtu) is supported by the record. (Indeed, the rate nethod
set forth at USGC1 at 6 would actually produce a slightly | ower
rate than agreed upon in the Settlenent.) Favorable action by
the Departnent on this aspect of the Settlenment and USCC s
evi dence shoul d occur now, rather than a await Phase Two of these

pr oceedi ngs.

The Settlenent submtted a reasonable option for a



fixed transportation rate for IT custoners, which was supported
by Boston Gas and every naj or representative of consuner
interests. It should not be disregarded.

Mor eover, the uncontradicted evidence shows that the
State of Massachusetts is economcally harnmed by leaving I T
custoners to pay value of service rates, which are determ ned
based on Boston Gas' nonopoly power to extract the hi ghest
possi bl e revenues fromthose custoners. (See USGC1, Tr. 17-17
to -20, 17-41 to -42.) Value of service pricing represents pure
nmonopol y pricing of gas delivery service (USGC1 at 8); it is far
worse than USGC and simlar manufacturers face in other states
(Tr. 17-13 to -14, 17-17, 17-25 to -26); it has effectively
depri ved USGC and ot her Massachusetts |IT custoners of the very
substantial economc benefits that industrial and commerci al
consuners in other states have recei ved from upstream gas-on-gas
conpetition (USG>1 at 3-5, 10; Tr. 17-26, 17-33 to -34, 17-37 to
-38); and, it has caused USGC to reduce its wallboard production
in Massachusetts in favor of production using |ower priced gas in
other states (Tr. 17-14 to -20, 17-41 to -42).

In addition, the record shows that the Settlenent's
proposal for a fixed price option for high | oad factor custoners
of $.30/MBtu nore closely parallels experience in other states,
better reflects the reality of interruptions, and still allows
Boston Gas to recover nore revenues than it needs to cover the
actual costs of performng interruptible service.
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2. USQC al so agrees with Boston Gas that it nmakes no
sense for the Departnment to del ay approving a reasonabl e maxi num
| T rate based upon the possibility that the Federal Energy
Regul atory Comm ssion ("FERC') may soneday act on the concept of
l[ifting rate caps in upstream pipelines' secondary narkets.
Since the Departnent issued its order, FERC rejected nost
proposal s -- including Boston Gas' proposal -- for "pilot
projects" to inplenment deregul ati on of secondary markets. This
is the type of post-record action warranting reconsideration.

Further, FERCis unlikely to act any tine soon on
general proposals to lift secondary market price caps. FERC s
general inquiry into standards for lifting secondary nmarket price
caps is not likely to yield a rule until after conpletion of the
few approved, one-year pilot prograns. Even then, case-by-case
eval uation of markets will be needed before FERC el i m nates
secondary nmarket rate caps on any pipeline.

In any event, FERC action on the issue of elimnating
caps i n upstream secondary narkets does not alter Boston (Gas'
nmonopoly on gas transportation in its local distribution narket.
There are no other transporters of gas behind Boston Gas' city
gate. Boston Gas has no conpetition now, and, it will have no
conpetition behind the city gate in the future, whether or not
FERC lifts caps in upstreammarkets. Consequently, it is not
reasonabl e to defer approval of a maximumIT rate for deliveries
of gas behind the city gate until after FERC action on secondary
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mar ket price caps.

3. A though USGC joins Boston Gas in favoring pronpt
approval of a $.30/MvBtu rate option for high load factor IT
custoners -- based on the record and the Settlenment --, USGC does
not agree with Boston Gas if the LDCis intending to suggest that
the intertie between I T rate maxi nuns and base revenues i s such
that failure to address this i ssue now woul d nmean that the
Department coul d not address the issue later. It is unclear
whet her Boston Gas intends to inply that action on fixing a rate
cap nmust be now or never; however, USQC submts that while
i mredi ate approval is far better now than later, approval in the
future woul d neverthel ess be better than never -- assumng there
is anything left to Massachusetts' industrial base when it
finally gets around to protecting IT custoners from Boston Gas'
nmonopol y power.

Respectful ly submtted,

WIlliamH Penniman

Sut herland, Asbill & Brennan, L.L.P.
1275 Pennsyl vani a Avenue, N W

Washi ngton, D. C. 20004- 2404

(202) 383-0154

Attorney for
United States Gypsum Conpany

January 16, 1997

CERTI FI CATE OF SERVI CE




| certify that | have this day served a copy of the
f oregoi ng pl eadi ng upon all parties on the official service |ist
in this proceedi ng.

This 16th day of January, 1997.

WIlliamH Penni nan



